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Exit Counseling Guide for Borrowers

What is the interest rate
on my loans?
The interest rate for both Direct
Subsidized Loans and Direct
Unsubsidized Loans is variable
and is adjusted each year on July
1. The interest rate will be calcu-
lated differently depending on
several circumstances. The
interest rate during the in-school,
grace, and deferment periods is
equal to the 91-day Treasury bill
rate plus 2.5 percentage points—if
your loan was made on or after
July 1, 1995. If your loan was made
before July 1, 1995, the interest
rate for those periods is equal to
the 91-day Treasury bill rate plus
3.1 percentage points. For all
Direct Subsidized and Unsubsi-
dized Loans in repayment,
regardless of the date the loans
were made, the interest rate is
equal to the 91-day Treasury bill
rate plus 3.1 percentage points. By
law, however, your interest rate
can never exceed 8.25 percent
(see Example A).

Example A:

This example shows how the
interest rate is calculated for
Direct Subsidized and Unsubsi-
dized Loans in repayment.
Treasury bill rate + 3.1% =
interest rate

If the Treasury bill rate were 4.4
percent, the interest rate would be
7.5 percent because:

4.4% + 3.1% = 7.5%

However, if the Treasury bill rate
were 5.6 percent, the interest rate
would be 8.25 percent because:

5.6% + 3.1% = (8.7%) = 8.25%*

*This interest rate is “capped” because the calculated rate is higher than the legally set maximum rate of 8.25 percent for student
borrowers.
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The Servicing Center will notify
you each year in writing about the
interest rate that will go into effect
on July 1. Note that the fixed
amount you pay each month will
be adjusted to account for any
changes in the interest rate. The
length of your repayment period
will not be adjusted for interest
rate changes unless you request it
by contacting the Servicing
Center.

The interest charged on Direct
Loans is calculated on a simple
daily basis. This means your
interest charge will be calculated
each day over the course of a
year. Each of your payments is
applied to both the interest that
was added during the previous
month and your principal balance
(the total amount you still owe). If
you want to pay all or part of your
loans early, the interest you are
required to pay will be computed
only to the day on which you pay
back the loans in full.


